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INFO OCT-OI ARA-14 ISO-00 FSE-00 PER-05 IGA-02 TRSE-00 
OPR-02 /025 W 

079757 II0659Z/I2 

R 102036Z AUG77 
FM AMEMBASSY SANTIAGO 
TO SECSTATE WASHDC 6013 
INFO AMEMBASSY BUENOS AIRES 
AMEMBASSY LIMA 
AMEMBASSY BRASILIA 
AMEMBASSY LA PAZ 

UNCLAS SANTIAGO 6560 

EO 11652: NA 

TAGS: EFIN, AFIN, AFSP, Cl 
SUBJ: EXCHANGE RATE 

1 . A NEW EXCHANGE RATE SCHEDULE HAS BEEN PUBLISHED REFLECTING A 
PESO DEVALUATION OF 3.8 PERCENT OVER THE NEXT 31 DAYS. THE PERIOD 
CONCERNED BEGINS AUGUST 5 WITH AN EXCHANGE RATE OF $21.40 PER 
US$1 AND ENDS ON SEPTEMBER 4 WITH AN EXCHANGE RATE OF $22.22 

PER US$1. THE RATE OF DEVALUATION WAS DETERMINED IN ACCORDANCE 
WITH ESTABLISHED POLICY, BY THE SEASONALLY ADJUSTED INFLATION 
RATE OF THE PREVIOUS MONTH. 

2. RUMORS OF A PROGRESSIVELY FASTER DEVALUATION OF THE PESO RE- 
LATIVE TO INELACTION APPEARED THE DAY BEEORE THE CENTRAL BANK 
ANNOUNCED THE CURRENT SCHEDULE. THESE RUMORS ORIGINATED IN THE 
POSSIBILITY OF A BOP DEFICIT BROUGHT ABOUT BY THE LOW COPPER 
PRICES REGISTERED LATELY, AND BY INCREASING IMPORTS. CENTRAL BANK 
OFEICIALS STATED THAT FUNDAMENTAL POLICY CHANGES COULD NOT BE BASED 
SOLELY ON SUCH SHORT-TERM EXPECTATIONS. COPPER PRICES SHOULD RISE TO 

MORE NORMAL LEVELS WITHIN THE NEXT TWELVE MONTHS, ACCORDING TO 
THEIR PREDICTIONS. OTHER COMMENTATORS, HOWEVER, ARE RELYING 
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ON SUSTAINED LOW COPPER PRICES, ADD PROGRESSIVELY EASTER DEVA- 
LUATION BY YEAR'S END. 

3. DURING THE PERIOD JANUARY- JULY, 1977, GOC DECREED CHANGES 
IN THE PESO/DOLLAR EXCHANGE RATE RESULTED IN AN OVERALL PESO 
APPRECIATION OF 13 PERCENT IN REAL TERMS. THAT IS, LOCAL 
INVLATION EXCEEDED NOMINAL PESO DEVALUATIONS AGAINST THE U.S. 
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DOLLAR. (THIS CALCULATION DOES NOT TAKE INTO ACCOUNT U.S. 

INELATION.) A DETERMINING EACTOR IN THIS OUTCOME WAS THE ONE 
TIME PESO REVALUATION OE 1 1.1 PERCENT DECREED ON MARCH 4, PLUS THE 
EXCESS OF INFEATION OVER DEVALUATION. 

4. IN LIGHT OF CURRENT LOW COPPER PRICES, IT IS UNLIKELY THAT 
THE GOC WILL APPRECIATE THE PESO (I.E. REVALUE) ANY FURTHER 
DURING THE REAMINING PART OF THE YEAR. RATHER, IS IS MORE LIKELY 
THAT FUTURE DEVALUATIONS WILL BEGIN TO EXCEED FOCAL PRICE IN- 
FLATION IN ORDER TO PROVIDE ADDITIONAL STIMULI TO ALTERNATIVE 
SOURCES OF FOREIGN EXCHANGE, I.E. NONTRADTITIONAL EXPORTS. 
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